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ABSTRACT
Malaysia and Bahrain are leading as Islamic financial hubs and play a vital role to
other countries. In competitive industry, both countries should enhance the
perfornance in terms of efficiency. Hence, the main purpose of this study is to
examine the efficiency level of Islamic banks in Malaysia and Bahrain over the
period 2008 to 2012. The sample consists of 16 Islamic banks in Malaysia and 15
Islamic banks in Bahrain. Specifically, the aim of the study is to calculate overall
technical efficiency (OTE) and its decomposition which are pure technical efficiency
(PTE) and scale efficiency (SE) of Islamic banks between Malaysia and Bahrain. A
non-parametric based Data Envelopment Analysis (DEA) was used to estimate the
efficiency and this study were analyzed based on intermediation approach. Then, a
series of parametric and non-parametric test is utilized in order to compare the
efficiency level between Malaysia and Bahrain. As a result, Islamic banks in Bahrain
were  more efficient compared to Islamic banks in Malaysia.
Keywords: Efficiency, Islamic Financial Hubs, Data Envelopment Analysis
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ABSTRAK
Malaysia dan Bahrain merupakan negara terkemuka sebagai hab kewangan Islam
dan memainkan peranan yang penting terhadap negara-negara lain. Dalam industri
yang berdaya saing, kedua-dua negara perlu meningkatkan prestatsi dari segi
kecekapan. Justeru, tujuan kajian utama ini adalah untuk mengkaji tahap kecekpan
bank-bank Islam di Malaysia dan Bahrain dalam tempoh 2008 hingga 2012. Sampel
kajian terdiri daripada 16  buah bank-bank Islam di Malaysia dan 15 buah bank-bank
Islam di Bahrain. Secara khusus, tujuan kajian ini adalah untuk mengira kecekapan
keseluruhan teknikal (OTE), kecekapan teknikal tulen (PTE) dan kecekapan skala
(SE) bank-bank Islam antara Malaysia dan Bahrain. Kaedah bukan parametrik
berasaskan Data Envelopment Analisis (DEA) telah digunakan dan kajian ini telah
dianalisa berdasarkan pendekatan pengantaraan. Seterusnya, satu siri ujian
parametrik dan bukan parametrik digunakan untuk membandingkan tahap kecekapan
antara Malaysia dan Bahrain. Hasilnya, bank-bank Islam di Bahrain lebih cekap
berbanding dengan bank-bank Islam di Malaysia.
Kata Kunci: kecekapan, hab kewangan Islam, Data Envelopment Analisis
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1CHAPTER 1
INTRODUCTION
1.1 Introduction
An Islamic banking is a financial institution that operates with the objective to
implement and realize the principles of economics and finance in the banking sector.
The Organization of Islamic Conference (OIC) defined an Islamic bank as a financial
institution whose statutes, rules and procedures expressly state its commitment to the
principles of Islamic Shariah and to the banning of the receipt and payment of
interest on any of its operations.
Previously, the term “Islamic banking business” under “Islamic Banking Act 1983”
was generally defined as the operations of banking activities whose not involve in
any forbidden element which is clearly not allowed in Islam. Islamic Financial
Services Act 2013 defined “Islamic banking business” as an activities of accepting
Islamic deposits either on current, deposit and saving account. It also includes of
accepting money under investment account, financial provisions and such other
activities.
Nowadays, the Islamic banking industry is seen as a viable alternative in offering a
wide range of products and services and expands in all parts of the world. Initially, it
was developed to meet the needs of Muslims and now it is widely accepted even
among non-Muslims. This industry became as one of the rapid growing sector and
across the global banking industry.
The contents of 
the thesis is for 
internal user 
only 
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APPENDIX A : DATA ENVELOPMENT ANALYSIS TEST
a) Efficiency of Islamic Banks in Malaysia (2008)
b) Efficiency of Islamic Banks in Malaysia (2009)
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c) Efficiency of Islamic Banks in Malaysia (2010)
d) Efficiency of Islamic Banks in Malaysia (2011)
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e) Efficiency of Islamic Banks in Malaysia (2012)
f) Efficiency of Islamic Banks in Bahrain (2008)
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g) Efficiency of Islamic Banks in Bahrain (2009)
h) Efficiency of Islamic Banks in Bahrain (2010)
83
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APPENDIX B : PARAMETRIC AND NON-PARAMETRIC TEST
a) Overall Technical Efficiency (OTE)
i) Parametric Test (T-Test)
Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means
F Sig. t df Sig. (2-tailed)
Mean
Difference
Std. Error
Difference
95% Confidence Interval of the
Difference
Lower Upper
OTE Equal variances assumed 5.790 .017 -3.641 132 .000 -.17824 .04896 -.27508 -.08140
Equal variances not
assumed
-3.577 113.686 .001 -.17824 .04984 -.27697 -.07951
86
ii) Non Parametric Test (Mann-Whitney Test)
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b) Pure Technical Efficiency (PTE)
i) Parametric Test (T-Test)
Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means
F Sig. t df Sig. (2-tailed)
Mean
Difference
Std. Error
Difference
95% Confidence Interval of the
Difference
Lower Upper
PTE Equal variances assumed 8.133 .005 -3.792 132 .000 -.21940 .05786 -.33386 -.10494
Equal variances not
assumed
-3.741 116.137 .000 -.21940 .05864 -.33555 -.10326
88
ii) Non Parametric Test (Mann-Whitney Test)
89
c) Scale Efficiency (SE)
i) Parametric Test (T-Test)
Independent Samples Test
Levene's Test for Equality of
Variances t-test for Equality of Means
F Sig. t df Sig. (2-tailed)
Mean
Difference
Std. Error
Difference
95% Confidence Interval of the
Difference
Lower Upper
SE Equal variances assumed 1.678 .197 -2.208 132 .029 -.09562 .04332 -.18131 -.00994
Equal variances not
assumed
-2.255 130.331 .026 -.09562 .04240 -.17950 -.01175
90
ii) Non Parametric Test (Mann-Whitney Test)
